HUD Homeowner ship Vouchers --L oan Financing

Use of Two Mortgages I nstead of a Single M ortgage Appearsto
Reduce Purchasing Power for Families Unless Additional Subsidy I<
Added and Also Appears Unnecessary to Protect Against
Reasonable Risk of Lender L oss

Tom Cusack, Oregon HUD Senior Community Builder

Some have expressed interest in usng two mortgages instead of one mortgage in conjunction
with HUD homeownership vouchers.

The theory isthat since the term of the assstance islimited to 15 years for families [thereis
no such limit for persons with disahilities or the elderly] lenders can't or won't make a 30-
year mortgage when the assistance will be ending prior to the 30-year term of the mortgage.

Instead, the idea is to make a 30-year mortgage based on the income of the homebuyer and a
15-year second mortgage based on the amount of the subsidy by HUD.

There are severd problems with this gpproach.

Problem #1 -Reduced pur chasing power

Usng two mortgages, one with a 15-year term, will reduce the purchasing power of HUD
homeownership vouchers, even if there is no mortgage insurance on the second mortgage.

The graph be ow shows the negative impact on purchasing power, using the Portland 3
bedroom Fair Market rent of $1,015 coupled with a state bond rate, and a .005% monthly
mortgage insurance premium ONLY on the first mortgage.
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Problem #2—T o retain purchasing power requiresadditional PUBL|C SUBSIDY.

It ispossible of coursetoregain LOST purchasing power by buying down the interest rate but
would require some form of subsdy, most likdly PUBLIC subsidy. Thiswould in turn mean
that fewer loans could be made.

Problem #3—The 2 M or tgage Approach Overlooks A Sgnificant Pay Down of the L oan
Principle by year 15, and the STRONG likdihood that the homebuyer will be able to sell
the home for morethan theremaining principle.
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Because the
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home in year 15, for the lender of mortgage insurance provider to suffer aloss there would
have had to have been a declinein property of morethan 25% over a 15 year period, a
HIGHLY unlikely evert.
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Conclusion—Use of a 2 mortgage scenario appears to reduce purchasing

power of families, could drive up public subsidy, and appear sunnecessary to
protect against realistic mortgagerisk in year 15 of the mortgage term.




